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ARMEN, Special Trial Judge: This case was heard pursuant to

the provisions of section 7463 of the Internal Revenue Code in
ef fect when the petition was filed.! Pursuant to section

7463(b), the decision to be entered is not reviewabl e by any

1 Unl ess otherw se indicated, all subsequent section
references are to the Internal Revenue Code in effect for the
taxabl e years in issue, and all Rule references are to the Tax
Court Rules of Practice and Procedure.
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other court, and this opinion shall not be treated as precedent
for any other case.

Respondent determ ned deficiencies in petitioners’ Federal
income taxes as follows: $4,248.94 for 2001, $138.33 for 2002,
and $174 for 2003. After concessions by both parties, the
principal issues remaining for decision are: (1) Wether
petitioners are entitled to deduct a loss in 2001 on the sal e of
their primary residence for the portion of that sale allocable to
the workshop used in petitioners’ business, and (2) whet her
petitioners are entitled to deductions in 2001, 2002, and 2003
for depreciation on a furnace and a garage workshop, both used in
t hei r busi ness.

Backgr ound

Sonme of the facts have been stipulated, and they are so
found. W incorporate by reference the parties’ stipulation of
facts and acconpanyi ng exhibits.

At the tinme the petition was filed, Brian E. Mallin and
Marcie L. Mallin resided in Wom ng

Petitioners purchased a residence in Sioux Falls, South
Dakota (the South Dakota property), in 1995 Petitioners
refinanced their house in 1998. As part of the refinancing
process, the house was apprai sed at $199,000. During 1999 and
2000, petitioners built a 352-square-foot workshop on this

property at a total cost of $16,179. The workshop was built as
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an addition to the existing attached two-car garage. It had a
wal | separating it fromthe garage and its own overhead garage
door .

In late 1999 or early 2000, petitioners began a woodwor ki ng
busi ness, nmaki ng Adi rondack chairs, tables, and ottonmans. The
garage wor kshop was used for this business. Petitioners clained
and were all owed $346 of depreciation for the workshop on their
Schedule C, Profit or Loss From Busi ness, attached to their 2000
Federal inconme tax return.

Petitioners sold the South Dakota property in February 2001
for $203,000. The house was purchased by a rel ocati on conpany,
whi ch priced the house by averaging two appraisals: One for
$200, 000 and one for $206,000. Those appraisals valued the
wor kshop as a third-car garage; one valued it at $3,000 and the
ot her at $10, 000.

Petitioners reported no gain on the sale of the South Dakota
property because the anobunt realized was not taxable pursuant to
section 121. See sec. 121(a) and (b)(2)(A). Petitioners
reported a | oss of $9,731 on the sanme sale, all of which was
attributed to the sale of the workshop.

In 2000 petitioners noved to Cheyenne, Wom ng. They
purchased a house there in 2001 (the Wom ng property). After
purchasi ng the Wom ng property, petitioners converted the

exi sting attached garage into a workshop; as part of the
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conversion, they installed a furnace in the workshop.
Petitioners then spent $18,123 building a new garage in which to
house their vehicles.

Maki ng and selling chairs did not go well in Womng, so
petitioners tried their hands at wood signs and carved duck
decoys. They al so gave away beaded keychai ns as a pronoti onal
itemfor their woodworking business. Utimately, petitioners
term nated their woodwor ki ng business in 2003.

Di scussi on

Al though only two principal issues remain in the case, we
di scuss all of the adjustnents nmade in the notice of deficiency
for the sake of clarity.

1. Schedule C -2001

After discussion and el aboration at trial, it becane clear
that the bead and decoy expenses deni ed by respondent were
incurred by petitioners as part of their woodworking business,
and we find for petitioners on those itens.

2. The Woni ng Wr kshop

Petitioners clainmed deductions on their Federal incone tax
returns for the years 2001, 2002, and 2003 related to the furnace
installation in, and busi ness use of, the Wom ng wor kshop.
Unfortunately for petitioners, any deductions related to the
busi ness use of the Wom ng workshop are limted by the

provi sions of section 280A(c)(5). See also Rule 142(a); |1NDOPCO
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Inc. v. Conm ssioner, 503 U S. 79, 84 (1992); Welch v. Helvering,

290 U.S. 111, 115 (1933).

Ceneral ly, section 280A(a) prohibits deductions allocable to
t he busi ness use of a “dwelling unit” used by a taxpayer during
the taxabl e year as a personal residence. However, if a portion
of the dwelling unit is used as a taxpayer’s principal place of
busi ness, deductions allocable to that use are permtted, though
they are limted if the gross inconme fromthe business use is
| ess than the total business expenses. Sec. 280A(c) (1), (95).
Here, petitioners had insufficient gross incone fromtheir
woodwor ki ng busi ness in 2001, 2002, and 2003 to offset deductions
for either the furnace or the workshop after the application of
section 280A(c) (5).

Respondent does not di spute the Wom ng wor kshop was used as
petitioners’ principal place of business with respect to their
woodwor ki ng busi ness. The issue is sinply whether the garage-

t ur ned- wor kshop shoul d be consi dered part of the Wom ng
resi dence and thus be subject to the hone office |imtations of
section 280A.

Not ably, the workshop was attached to the house, and
petitioners used its entrance to gain access to the residence in
the winter. Aside fromconmon sense--an attached garage is
consi dered part of one’s hone under normal circunstances--casel aw

has held that even a detached office building | ocated on the sane
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property as the taxpayer’s residence 12 feet away was part of the

taxpayer’s “dwelling unit”. See Scott v. Conmm ssioner, 84 T.C

683 (1985). Further, the term“dwelling unit” is defined as a
house and all structures or other property appurtenant to the
house. Sec. 280A(f)(1). An attached garage is clearly
appurtenant to the house.

Petitioners argue that because they never used the workshop
as a garage or as a personal space, the analysis should be
different. W disagree, and respondent’s determination as to
this issue is sustained.

3. The South Dakota Wrkshop

Respondent initially denied a | oss on the sale of the South
Dakot a workshop on the basis that it was part of the residence
and thus the | oss was personal in nature. GCenerally, no
deduction is allowed on a loss incurred by a taxpayer with
respect to the sale of his principal residence. See sec. 165(c);
sec. 1.165-9(a), Incone Tax Regs. Respondent has since nodified
his position, and the parties now agree that the workshop was
used for a business or incone-producing purpose. The crux of the
remai ni ng di sagreenent is how to cal culate any gain or |oss on
the portion of the South Dakota property specifically
attributable to the workshop. See sec. 1.165-9(b), Incone Tax

Regs. In particular, the parties disagree on how to apportion
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t he $203,000 sale price for the South Dakota property between the
resi dence and the workshop.

Respondent urges us to apportion the sale proceeds of the
Sout h Dakota property by square footage; because the workshop was
approximately 9 percent of the hone’s overall square footage,
respondent suggests that we should allocate 9 percent of the
home’s sale price to the workshop. However, given that workshop
space is not as valuable as living space in a honme, we decline to
use respondent’s cal cul ati on net hod.

Petitioners, on the other hand, urge us to assign $4, 000 of
the sale price to the workshop. They arrive at this nunber by
calculating the difference between the 1998 apprai sal of $199, 000
and the 2001 sale price of $203,000; in other words, petitioners
attribute the entire increase in the hone’s val ue between 1998
and 2001 to the workshop. They contend that all of the increase
must have been a result of the workshop as that was the only
thing that changed in the period between appraisals. W disagree
Wi th petitioners’ argunent.

Rat her than use either of the parties’ nethods to allocate
the proceeds fromthe sale of the South Dakota property between
t he resi dence and the workshop, we shall use the only allocation
approach supported by the record; i.e., taking the average of the
apprai sals of the workshop value used for the 2001 sale. This

approach may be an inperfect solution given the fact that the
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apprai sals both value the space as a third-car garage, but, as
respondent recogni zes, this approach mrrors the valuation of the
entire South Dakota property. And, as petitioners provided us
wi th no evidence to support any other valuation, this is the best

we can do on the record before us. See Rule 142(a); | NDOPCO

Inc. v. Conmm ssioner, supra; Welch v. Helvering, supra.

4. Recapture Fromthe Sale of the South Dakota Property

For 2000, petitioners deducted $346 as a depreciation
al | onance on the South Dakota property’ s workshop pursuant to
section 167. Respondent determ ned that the amobunt was subject
to recapture. Because petitioners are entitled to sone |oss on
the sale of the South Dakota workshop, there was no gain on its
sal e, and we need not reach a conclusion on this issue. See also
sec. 1.1250-1(a)(5)(i), Inconme Tax Regs.; cf. secs. 121(d)(6),
1250(b)(3); sec. 1.121-1(e)(4), Exanple (5), Income Tax Regs. W
therefore do not sustain respondent’s determ nation regarding
recapt ure.

5. |tem zed Deducti ons-2001, 2002, 2003

To the extent respondent nmade adjustnments to petitioners’
item zed deductions because of changes determ ned in the notice
of deficiency, those adjustnents should be nodified to refl ect
the other issues already conceded by the parties and those

di scussed herein.
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Concl usi on

To reflect our disposition of the disputed issues, as well

as the parties’ concessions,

Deci sion will be entered

under Rul e 155.




